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WHAT IS THE NATIONAL ADVISORY 
COUNCIL ON AGING? 


The National Advisory Council on Aging (NACA) was created by 
Order-in-Council on May 1, 1980 to assist and advise the Minister of Health 
on issues related to the aging of the Canadian population and the quality of 
life of seniors. NACA reviews the needs and problems of seniors and 
recommends remedial action, liaises with other groups interested in aging, 
encourages public discussion and publishes and disseminates information on 


aging. 
The Council has a maximum of 18 members from all parts of Canada. 
Members are appointed by Order-in-Council for two- or three-year terms and 


are selected for their expertise and interest in aging. They bring to Council a 
variety of experiences, concerns and aptitudes. 
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(as of February 2, 1994) 


Chairperson 

John E. MacDonell Halifax, Nova Scotia 
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ABOUT THE AUTHORS 


¢ Wendy Kormos, BA in Geography (1967), BA in Gerontology (1992), 
combines her interest in seniors with a background in teaching and 15 years of 
real estate experience. She has created a unique specialisation in mature 


market housing. 


e Tamara L. Horton, MSW, has been a gerontology lecturer at McMaster 
University since 1989. She has professional expertise in the fields of long- 
term care administration and social work. She recently conducted interviews 
200 Hamilton seniors, survivors of the Depression, to identify survival skills in 
a limited environment. She studied the topic from the psychological, social, 
political and environmental perspectives, and considered how these skills 


relate to longevity. 
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PREFACE 


It used to be that the family home was automatically included in the 
inheritance left by seniors to their children. The introduction of reverse 
mortgages now permits seniors to remain longer in their homes by drawing 
income from the value of their property, but at the cost of "spending their 
kids’ inheritance." The advantages and possible pitfalls of reverse mortgages 
are the subject of this report. The National Advisory Council on Aging hopes 
that it will clarify some of the issues related to reverse mortgages and assist 


interested seniors and families make sound decisions. 


The Council would like to thank Wendy Kormos and Tamara L. Horton for 


writing this paper. 


John E. Macdonell, MD, FRCP(C) 
Chairperson 
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ARE WE SPENDING OUR CHILDREN’S INHERITANCE? 


A bumper sticker has caught my eye many times over the past two years or 
so, bringing me a chuckle. It said: "We’re spending our children’s inheritance." 
I never deeply considered the value statement it represented until I began the study 
of gerontology and seniors’ housing choices. As a realtor, I had experienced the 
opposite values, such as pride at being mortgage-free, not owing anyone a penny! 
Is the sanctity of the family home changing? The elderly would never borrow 
against their homes, or would they? Has there been a new attitude created among 
the 60+? Do they plan to spend their children’s inheritance? Is hard-earned home 


equity no longer something to be respected and treasured? 


During my one-week exploration of this new trend in February 1993, I found 
the media saturated with information on RRSPs, RRIFs, reverse mortgage 
workshops, etc. It was the concept of reverse mortgages which caught my 
attention, as it might change the way I do business in real estate. I already find 
that my vendors, now in their 50s and 60s are making very creative plans for their 
housing futures. Until recently, reverse mortgages were never part of our 
conversations. Was this a new formula to improve seniors’ present homes and 


allow them to stay put? 
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Vie HOT NEW PRODUCT 


Why are financial institutions, consumer groups, vendors so interested in this 
‘hot’? new product? Reverse mortgages are among the key topics for financial 
focus shows for seniors. Business people dressed as conservatively as possible 
present videos, colour pamphlets and free draws. All this to attract the interest and 
eventually the money of affluent seniors or about-to-be-seniors. In these days of 
low interest rates and high tax rates, protecting your financial status is the 


motivation for everyone. 


Glossy brochures show the beautiful ‘young-old’ on bicycles, living in secure 
‘Freedom 55’ lifestyles as depicted in television ads of the 1980s. These “young- 
old’, born in the 1930s, lived a stable life in Canada, property values rising, jobs 
secure, money saved. It was the pinnacle of your financial life when you and your 


spouse “burned the mortgage papers’! 


However, the ‘old-old’, those born in the 1920s and before, were not so 
fortunate. They are not often portrayed in glossy brochures at financial focus 
shows. They are more often ‘brick poor’: owning high value properties but having 
cash flow problems. Often these are widows, carrying costly homes with high 
maintenance and taxes. Often the one spouse remains with minimal pension 
income, perhaps no Canada Pension Plan (CPP) or private pensions. Cash-flow 
problems may cause this person to consider selling a beloved home which may be 
worth $250,000 or more. This group is ripe for reverse annuity mortgage 


marketers! 


An Ontario Chamber of Commerce published brochures in 1993 that 
highlighted reverse annuity mortgages (RAMs) as one of the hottest products 
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around. "How would you like a mortgage that pays you?" was the title on one 
brochure. Reasons for RAM were ‘lifestyle alternatives’ and ‘peace of mind’. 
RAMs are "unlocking the largest source of private financial capital available to 


nl 


most older persons. 


So there are two target groups: the ‘young-old’ for lifestyle choices, and the 
‘old-old’ for cash flow. Both are possible consumers of reverse annuity mortgages. 
These mortgages create either lump-sum payments or an annuity component, which 
provide monthly income, tax-free. As a result, the equity in the home diminishes, 


sometimes dramatically (see Table 1). 


Today's Seniors, a monthly newspaper distributed free to seniors in Ontario, 
is often featuring articles about reverse mortgages. Good Times, a glossy Canadian 
magazine for seniors, has presented both sides of the controversial product. The 
National Advisory Council on Aging (NACA) has several relevant publications. 

In March 1991, Good Times* adapted an article by NACA* under the title "Gold in 
the Grey" with a theme about the commercial exploitation of the elderly. The 
Canadian Association of Retired Persons (C.A.R.P.) provides detailed financial 
planning for seniors in its Financial Planning Workbook. \t contains visually well 
designed charts of longevity and housing options to be filled out by consumers, and 


it warns that "reverse mortgages are not for everyone."” 


Along the same lines, the Credit Union National Association’s (CUNA) 
guide for legal and financial advisors, calls reverse mortgaging "a costly way to 


finance retirement."° 


It is a very well written and cautious document, encouraging 
family and legal participation. An interesting aspect of the documentation is the 


‘cooling off period for the homeowner to seek advice. 
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Table 1 


Reverse Mortgages 


A reverse mortage permits a homeowner to borrow against the value of his or her home 
without having to make monthly payments. 


Interest charges are added to the original loan amount—equal to 25 to 40 per cent of the 
home’s value—and are repaid in a lump sum on the sale of the home after an agreed number 
of years or the owner’s death. 


The money borrowed may be used for any purpose. Purchasing an annuity will produce tax- 
free income. 


A single man of 70 with a $150,000 house in Metro could borrow $55,000 from Security 
Life to buy a life annuity paying $5,943 per year. The chart shows how the reverse 
mortgage would grow at 11 per cent interest, the home’s value and remaining equity, 
assuming house prices rise 5 per cent a year. 


Time since Size of Value of Home equity 
borrowing mortgage home remaining 


$ 93,948 $ 191,442 $ 97,494 
160,477 244,334 83,858 
274,117 311,839 37,722 
468,232 397,995 0 


Source: Security Life, brochure 


2. WHAT IS THE ATTRACTION? 
According to the McDaniel’s article "Contemporary issues and concerns 


about population aging,"’ the social issue of the 1990’s for the elderly is the 


poverty of women who have been life-time homemakers, never bread-winners and 
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thus have no pension benefits. This may be a temporary situation because the 
senior women of tomorrow will have participated in the workforce. However, this 
group of senior women lives below the poverty line, and is vulnerable to the 


marketers of reverse mortgages. 


According to the Retirement Council of Canada, almost 500 reverse 
mortgages have been issued in Ontario during 1992, averaging $60,000 per client, 
and totalling over $30,000,000 in mortgage business to companies. The age cohort 
most commonly inquiring about reverse mortgages is in their late 60s and early 
70s. This cohort grew up in the Depression and through the Second World War. 
Its members are very security-conscious, to the point where their family home 
represents success, comfort and safety. According to the magazine Prime Times, 
95% of Canadians aged 75+ own their own homes.* Their homes have perhaps 
increased in value ten-fold through inflation. This cohort will also be the first to 
anticipate average longevity into their 80s, which could result in 25 years of old 
age on a fairly meagre pension income. Thus, the ‘brick poor’ will be attracted by 
the reverse mortgage market. They may need the cash flow for a variety of 
reasons. Since the annuity income is tax-free, it is an appealing way to improve 


cash flow and stay in their beloved home. 
3. LUKEWARM FAMILIES 


What is the reaction of family members to this erosion of their inheritance? 
If they are loving, enlightened and financially comfortable they will be anxious to 
see their aging parent be self-sufficient. Family mobility has decreased the 
supports available to the older generation for health or home maintenance 
problems. Faced with the alternative of taking their parents in with them to live, it 


is very appealing to be able to maintain the parents in the family home. Is it 


@ ij G@ 


BM@eaeenes FORUM upon ai 


possible that the younger generation may not really be concerned about their 


inheritance? 


On the other hand, some young people may need financial assistance 
themselves, and a lump sum reverse mortgage on their parent’s home could be a 
source of cash (tax free). Another scenario could allow the ‘young-old’ to take the 
lump sum payment up front to buy a major trip, a mobile home, a condominium in 
Arizona, a cottage, a small business enterprise, etc. Lifestyle dreams are part of 


the attraction of reverse mortgages, rewards for the years of hard work. 
4. TEMPERATURE FORECAST 


Looking forward to the three decades ahead, when the population of seniors 
will reach over 25% of our population, a whole new set of consumer issues will 
arise. I saw it already in just one week of observation in this one tiny aspect, 
target marketing for reverse annuity mortgages. The tapping of this resource will 
challenge the young financial wizards trying to make careers for themselves. The 
‘Grey Boomers’ will create a myriad of opportunities for all concerned. There will 
be a great need for public advocacy, family and consumer education through the 
media, seniors’ groups, professional and financial institutions. Counselling for the 
elderly considering reverse equity financing is available through the Canadian 


Association of Retired Persons, Credit Unions and other private corporations. 


With the job losses of the late 1980s and early 1990s, as well as the forced 
early retirements, there is a whole new group of ‘brick poor’ people (hardly termed 
‘Freedom 55’). Will reverse annuities be a way to finance the gap to 65 and 
pension time? Will the pension wealth anticipated from RRSPs and the CPP be 
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eaten away through inflation, job loss, cash flow problems? Can reverse annuity 


mortgages offer a form of financial bridge through rough times? 


Will the uneven job patterns of women and broken marriages prevent a group 
of women from owning a house which might be a source of income to them? This 
issue will become enven more critical in the future since it is expected that by year 
2000, women aged 80+ will outnumber men by 2 to 1! Should this group then just 


sell their homes and go into rentals? 


Legal and financial advisors or advocates need to know about both sides of 
the reverse mortgage markets so that counselling can be effective in avoiding 
commercial exploitation. With provincial long-term care reform, the extreme 
financial restraints on hospitals, the lack of chronic care beds, private duty care 
around-the-clock may come to be needed at home. Under current Ontario Health 
Insurance Plan (OHIP), this care is not covered. Maybe RAMs are a new deal to 
cut the costs of medical care for governments. Welcome to the USA via another 


form of health insurance entitled RAM. 


Perhaps the whole market strategy for RAMs will fail. Some trust 
companies pulled out of the market due to a lack of interest. The recent fall in real 
estate values makes the appraisal of homes very difficult. This whole concept was 
based on expectations that real estate values would increase. The equity of the 
homeowner must appear to outlast the anticipated lifespan of the mortgage (see 
Table 1 above). For people aged 60, that may mean well into their 80s. Does 


home equity have that staying power? 


The lack of attraction may also be due to the stoic attitude among some 


seniors who do not perceive a need for more cash flow. Their house and health 
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can deteriorate around them slowly, but they do not see the problem, as maybe 
their children do. Often requests for RAMs come from concerned families. Value 
systems among current elderly include the concepts of inheritance and bequests. 
Mortgaging the main asset would not be acceptable. The horrendous years of 
paying off a mortgage may create an aversion to debt. The RAM is seen as a 
‘lien’ on the home, and shameful. Other detriments are the risk factors related to 
house values, and the costs of the transaction which involve a great accumulation 


of interest payments which must be weighed against the future value of the asset. 


It 1s hoped that the recent very serious changes in Canada’s economy will not 
cause financial hardships for future seniors. Great upsets in pensions, the absence 
of pay equity for women, job losses, RRSP withdrawals, all have probably created 
many more “brick poor’, some of them not even seniors yet! Advocacy, 
legislation, tax reform and constant self-analysis by involved seniors will all be 
weapons for their defense. The growth of seniors’ media is obvious. After all, 
these issues apply to all of us—how will we all fare into the 21st Century? Will we 


spend our children’s inheritance? 
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